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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

LIFE TIME FITNESS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share data)
(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net

Center operating supplies and inventories
Prepaid expenses and other current assets
Deferred membership origination costs
Deferred income taxes

Income tax receivable

Total current assets

Property and equipment, net

Restricted cash

Deferred membership origination costs
Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Current maturities of long-term debt
Current portion of financing lease obligation
Accounts payable

Construction accounts payable

Accrued expenses

Deferred revenue

Total current liabilities

Long-term debt, net of current portion
Financing lease obligation, net of current portion
Deferred rent liability

Deferred income taxes

Deferred revenue

Other liabilities

Total liabilities

Commitments and contingencies (Note 6)
Shareholders' equity:

Undesignated stock: 10,000,000 shares authorized; 100,000 shares of Series A

Junior Participating Preferred Stock designated; none issued or outstanding

Common stock, $.02 par value, 75,000,000 shares authorized; 39,044,239 and

39,016,499 shares issued and outstanding, respectively

March 31,
2015

$14,898
12,931
38,095
36,071
9,745
3,298
115,038
2,459,875
815

6,869
61,101
41,663
43,493
$2,728,854

$22,693
1,518
42,252
34,534
72,553
47,259
220,809
1,182,052
54,100
25,177
94,185
6,954
15,445
1,598,722

782

December 31,
2014

$9,175
9,446
35,936
25,844
9,051
6,689
12,596
108,737
2,417,931
513
6,039
61,101
42,542
44,755
$2,681,618

$22,455
1,474
35,422
31,972
70,578
38,652
200,553
1,178,455
54,491
24,519
97,208
6,088
15,180
1,576,494

781
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Additional paid-in capital 258,536
Retained earnings 885,312
Accumulated other comprehensive loss (14,498
Total shareholders’ equity 1,130,132
Total liabilities and shareholders' equity $2,728,854

See notes to unaudited consolidated financial statements.

253,067
860,709

) (9,433
1,105,124
$2,681,618
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)

Revenue:

Membership dues
Enrollment fees

In-center revenue

Total center revenue

Other revenue

Total revenue

Operating expenses:

Center operations
Advertising and marketing
General and administrative
Other operating

Depreciation and amortization
Total operating expenses
Income from operations
Other income (expense):
Interest expense, net of interest income
Equity in earnings of affiliate
Total other expense

Income before income taxes
Provision for income taxes
Net income

Basic earnings per common share

Diluted earnings per common share

Weighted average number of common shares outstanding — basic
Weighted average number of common shares outstanding — diluted

See notes to unaudited consolidated financial statements.

For the Three Months Ended

March 31,

2015 2014
$207,822 $196,815
2,912 3,123
106,563 98,405
317,297 298,343
13,835 13,612
331,132 311,955
193,292 181,377
15,864 12,339
16,358 15,864
15,317 14,461
38,736 32,856
279,567 256,897
51,565 55,058
(11,166 ) (9,122
245 297
(10,921 ) (8,825
40,644 46,233
16,041 18,096
$24,603 $28,137
$0.65 $0.69
$0.65 $0.69
37,812 40,603
37,899 40,870
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

(Unaudited)

Net income

Other comprehensive income (loss), net of income tax:

Foreign currency translation adjustments, net of income taxes of $0 and $609,
respectively

Unrealized gains (losses) on cash flow hedges, net of income taxes of $(29) and
$(143), respectively

Other comprehensive loss, net of income tax:

Comprehensive income

See notes to unaudited consolidated financial statements.

For the Three Months Ended

March 31,

2015 2014
$24,603 $28,137
(5,108 ) (884

43 215
(5,065 ) (669
$19,538 $27,468
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

For the Three Months Ended

March 31,

2015 2014
Cash flows from operating activities:
Net income $24.603 $28,137
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 38,736 32,856
Deferred income taxes 339 (186
Gain on disposal of property and equipment, net (104 ) (416
Amortization of deferred financing costs 659 5717
Share-based compensation 3,132 3,286
Excess tax benefit related to share-based compensation (1,146 ) (846
Changes in operating assets and liabilities 16,019 14,737
Other 859 (195
Net cash provided by operating activities 83,097 77,950
Cash flows from investing activities:
Purchases of property and equipment (81,976 ) (82,826
Acquisitions, net of cash acquired — (12,400
Proceeds from sale of property and equipment 230 447
Increase in other assets (785 ) (33
Increase in restricted cash (302 ) (287
Net cash used in investing activities (82,833 ) (95,099
Cash flows from financing activities:
Proceeds from long-term borrowings — 80,000
Repayments of long-term borrowings (6,594 ) (4,909
Proceeds from credit facility, net 10,500 5,300
Repayments of financing lease obligation (348 ) (290
Increase in deferred financing costs — (947
Excess tax benefit related to share-based compensation 1,146 846
Proceeds from stock option exercises 1,103 2,139
Proceeds from employee stock purchase plan 547 483
Stock purchased for employee stock purchase plan (845 ) (701
Repurchases of common stock — (60,498
Net cash provided by financing activities 5,509 21,423
Effect of exchange rates on cash and cash equivalents (50 ) (68
Increase in cash and cash equivalents 5,723 4,206
Cash and cash equivalents — beginning of period 9,175 8,334
Cash and cash equivalents — end of period $14,898 $12,540

See notes to unaudited consolidated financial statements.
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

1.Basis of Presentation
The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States for interim financial information and with the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and notes
required by accounting principles generally accepted in the United States for complete financial statements. In the
opinion of management, all adjustments (consisting of normal recurring adjustments) considered necessary to fairly
present our consolidated financial position, results of operations and cash flows for the periods have been included.
These interim consolidated financial statements and the related notes should be read in conjunction with the annual
consolidated financial statements and notes included in the latest Form 10-K, as filed with the Securities and
Exchange Commission (“SEC”), which includes audited consolidated financial statements for the three fiscal years
ended December 31, 2014.
2.Share-Based Compensation
Stock Option and Incentive Plans
We have three share-based compensation plans: the Amended and Restated Life Time Fitness, Inc. 2004 Long-Term
Incentive Plan (the “2004 Plan”); the Life Time Fitness, Inc. 2011 Long-Term Incentive Plan (the “2011 Plan”) and an
Employee Stock Purchase Plan (the “ESPP”), collectively, the share-based compensation plans. We no longer make
grants under the 2004 Plan. There are 2,500,000 shares of common stock reserved for grant under the 2011 Plan and,
as of March 31, 2015, there were 1,011,499 shares available for grant. The types of awards that may be granted under
the 2011 Plan include incentive and non-qualified options to purchase shares of common stock, stock appreciation
rights, restricted shares, restricted share units, performance awards and other types of share-based awards.
As of March 31, 2015, we had granted a total of 1,929,665 options to purchase common stock under all of the
share-based compensation plans, of which options to purchase 24,110 shares were outstanding and vested, and a total
of 5,200,723 restricted shares were granted, of which 1,062,621 restricted shares were outstanding and unvested. We
use the term “restricted shares” to define unvested shares granted to employees and non-employee directors. We use the
term "vest" to define the lapse of vesting restrictions on restricted shares.
Total share-based compensation expense included in our consolidated statements of operations for the three months
ended March 31, 2015 and 2014, was as follows:

For the Three Months Ended

March 31,

2015 2014
Share-based compensation expense related to restricted shares $3,102 $3,256
Share-based compensation expense related to ESPP 30 30
Total share-based compensation expense $3,132 $3,286
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

Summary of Restricted Stock Activity

Weighted
Shares Average Grant
Date Fair Value
Outstanding at December 31, 2014 1,322,446 $45.93
Granted — $—
Canceled (1,838 ) $46.13
Vested (257,987 ) $44.63
Outstanding at March 31, 2015 1,062,621 $46.25

During the three months ended March 31, 2015 and 2014, we issued 0 and 391,733 shares of restricted stock,
respectively, with an aggregate grant date fair value of $0.0 million and $17.4 million, respectively. The grant date fair
value of restricted shares that vested during the three months ended March 31, 2015 and 2014 was $11.5 million and
$11.7 million, respectively. The total value of each restricted stock grant, based on the fair value of the stock on the
date of grant, is amortized to compensation expense on a straight-line basis over the related vesting period. As of
March 31, 2015, there was $20.9 million of unrecognized compensation expense related to restricted stock that is
expected to vest. We plan to recognize this amount over a weighted average period of 2.3 years.
Special 2012 Long-Term Performance-Based Restricted Stock Grant
In May, July and August 2012, the Compensation Committee of our Board of Directors approved the grant of a total
of 658,500 shares of long-term performance-based restricted stock to serve as an incentive to our senior management
team to achieve certain cumulative diluted earnings per share ("EPS") and return on invested capital ("ROIC") targets
during performance periods that end on December 31, 2015 and December 31, 2016. On March 31, 2015, 565,500
shares remained outstanding under this grant.
The Compensation Committee set the cumulative diluted EPS targets at 1.5 times the compound annual growth rate
under our then-current long range plan and the ROIC targets at 1.1 times the ROIC under our then-current long range
plan. The following are the performance metrics underlying the targets:

Cumulative Diluted EPS ROIC

Measurement EPS Measurement ROIC
Period Target Period Target
2015 Performance Period 4/1/2012 1/1/2015
. . through through
50% vest if we achieve both performance targets 12/31/2015 $13.68 12/31/2015 2.9 %
2016 Performance Period 4/1/2012 1/1/2016
All/remaining vest if we achieve both performance through through
targets 12/31/2016 $18.96 12/31/2016 9.0 %

A maximum of $26.0 million could be recognized as compensation expense under this grant if all camulative diluted
EPS and ROIC targets are met. We do not believe that achievement of either the cumulative diluted EPS or the ROIC
targets is currently probable, and, therefore, we have not recognized any compensation expense associated with the
grant.

If it becomes probable that the cumulative diluted EPS and ROIC performance targets will be achieved, a cumulative
adjustment will be recorded and the remaining compensation expense will be recognized over the remaining
performance period. If all of the targets had been considered probable at March 31, 2015, we would have recognized
$18.4 million of non-cash performance share-based compensation expense during the period ended March 31, 2015.
The probability of reaching the targets is evaluated each reporting period. If we later determined

10
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

that it is no longer probable that the minimum cumulative diluted EPS and ROIC performance targets for the grants
will be met, no further compensation expense would be recognized and any previously recognized compensation
expense would be reversed. In the event that we do not achieve the specified cumulative diluted EPS and ROIC
targets for the performance period ending December 31, 2016, the restricted shares will be forfeited. None of these
shares were included in our diluted common shares outstanding at March 31, 2015 or 2014.

Summary of Stock Option Activity

Weighted Welgl?te‘d Average
Remaining Aggregate
Shares Average .
) . Contractual Term Intrinsic Value
Exercise Price
(Years)
Outstanding at December 31, 2014 59,110 $36.24 0.9 $1,204
Exercised (35,000 ) $31.52
Canceled — $—
Outstanding at March 31, 2015 24,110 $43.11 1.2 $672
Vested at March 31, 2015 24,110 $43.11 1.2 $672

No stock options have been granted since 2007. As of March 31, 2015, there was no unrecognized compensation
expense related to stock options.

The aggregate intrinsic values in the table above represent the total pretax intrinsic values (the differences between our
closing stock price and the exercise price, multiplied by the number of in-the-money options) that would have been
received by the option holders had all option holders exercised their options on that date. This amount changes based
on the fair market value of our stock. Total intrinsic value of options exercised during the three months ended

March 31, 2015 and 2014 was $1.0 million and $3.2 million, respectively.

Our net cash proceeds from the exercise of stock options were $1.1 million and $2.1 million for the three months
ended March 31, 2015 and 2014, respectively. The excess income tax benefit realized from stock option exercises and
restricted stock vesting was $1.1 million and $0.8 million, respectively, for those same periods. In accordance with the
related accounting guidance, this tax benefit is presented as a financing cash inflow. There is a corresponding cash
outflow included in cash flows from operating activities.

Employee Stock Purchase Plan

Our ESPP provides for the sale of up to 1,500,000 shares of our common stock to our employees at discounted
purchase prices. The cost per share under this plan is 90% of the fair market value of our common stock on the last
day of the purchase period, as defined. The current purchase period for employees under the ESPP began January 1,
2015 and ends June 30, 2015. Compensation expense under the ESPP is estimated based on the discount of 10% at the
end of the purchase period. During the three months ended March 31, 2015, $0.5 million was withheld from
employees for the purpose of purchasing shares under the ESPP. There were 1,213,090 shares of common stock
available for purchase under the ESPP as of March 31, 2015.

Share Repurchase Plans

In June 2006, our Board of Directors authorized the repurchase of up to 500,000 shares of our common stock from
time to time in the open market or otherwise for the primary purpose of offsetting the dilutive effect of shares issued
under our ESPP. During the three months ended March 31, 2015, we repurchased 15,459 shares under this
authorization for $0.8 million. As of March 31, 2015, there were 213,090 remaining shares authorized to be
repurchased for this purpose.

In July 2014, our Board of Directors authorized the repurchase of up to $200.0 million of our outstanding common
stock from time to time through open market or privately negotiated transactions. The authorization to repurchase
shares terminates when the aggregate repurchase amount totals $200.0 million or at the close of business on June 30,

12
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2016, whichever occurs first. The share repurchase program does not obligate us to repurchase any dollar amount or

13



Edgar Filing: LIFE TIME FITNESS, INC. - Form 10-Q

LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

number of shares of our common stock and the program may be extended, modified, suspended or discontinued at any
time. During the three months ended March 31, 2015, we did not repurchase any shares under this program. As of
March 31, 2015, there was $200.0 million remaining authorized under this program.
3. Earnings per Share
Basic EPS is computed by dividing net income applicable to common shareholders by the weighted average number
of shares of common stock outstanding for each year. Diluted EPS is computed similarly to basic EPS, except that the
denominator is increased for the conversion of any dilutive common stock equivalents, the assumed exercise of
dilutive stock options using the treasury stock method and unvested restricted stock awards using the treasury stock
method. Stock options excluded from the calculation of diluted EPS because the option exercise price was greater than
the average market price of the common share were 0 and 15,540 for the three months ended March 31, 2015 and
2014, respectively.
The basic and diluted EPS calculations are shown below:

For the Three Months Ended

March 31,

2015 2014
Net income $24,603 $28,137
Weighted average number of common shares outstanding — basic 37,812 40,603
Effect of dilutive stock options 5 19
Effect of dilutive restricted stock awards 82 248
Weighted average number of common shares outstanding — diluted 37,899 40,870
Basic earnings per common share $0.65 $0.69
Diluted earnings per common share $0.65 $0.69

4.Operating Segment

Our operations are conducted mainly through our distinctive and large, multi-use sports and athletic, professional
fitness, family recreation and spa centers in a resort-like environment. We aggregate the activities of our centers and
other ancillary products and services into one reportable segment. Each of the centers has similar economic
characteristics, services, product offerings and customers, and in-center revenues are derived primarily from services
to our members. Each of the other ancillary products and services either directly or indirectly, through advertising or
branding, complement the operations of the centers. Our chief operating decision maker uses EBITDA (a non-GAAP,
non-cash measure which consists of net income plus interest expense, net, provision for income taxes and depreciation
and amortization) as the primary measure of operating segment performance. Our chief operating decision maker is
our Chief Executive Officer.

10
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

The following table presents revenue for the three months ended March 31, 2015 and 2014:
For the Three Months Ended

March 31,

2015 2014
Membership dues $207,822 $196,815
Enrollment fees 2,912 3,123
Personal training 53,179 48,883
Other in-center revenue 53,384 49,522
Total center revenue 317,297 298,343
Other revenue 13,835 13,612
Total revenue $331,132 $311,955

5.Supplemental Cash Flow Information
Decreases (increases) in operating assets and increases (decreases) in operating liabilities are as follows:
For the Three Months Ended

March 31,
2015 2014
Accounts receivable, net $(3,589 ) $(3,943 )
Income tax receivable 12,596 6,698
Center operating supplies and inventories (2,180 ) (724 )
Prepaid expenses and other current assets (9,826 ) (5,539 )
Deferred membership origination costs (1,527 ) 626
Accounts payable 6,945 684
Accrued expenses 3,131 6,513
Deferred revenue 9,482 6,336
Deferred rent liability 673 3,998
Other liabilities 314 88
Changes in operating assets and liabilities $16,019 $14,737

We made cash payments for income taxes of $1.8 million and $1.3 million for the three months ended March 31, 2015
and 2014, respectively.

We made cash payments for interest, net of capitalized interest, of $10.5 million and $8.3 million for the three months
ended March 31, 2015 and 2014, respectively. Capitalized interest was $0.9 million and $0.8 million for the three
months ended March 31, 2015 and 2014, respectively.

Construction accounts payable was $34.5 million and $39.1 million at March 31, 2015 and 2014, respectively.
6.Commitments and Contingencies

TCPA Litigation — On April 17, 2014, a putative class action was filed against LTF Club Operations Company, Inc., a
wholly-owned subsidiary of Life Time Fitness, Inc., in the Circuit Court of St. Louis County, Missouri. On June 13,
2014, LTF Club Operations Company, Inc. removed this action to the United States District Court for the Eastern
District of Missouri, Eastern Division. On April 23, 2014, a second putative class action was filed against Life Time
Fitness, Inc. in the U.S. District Court for the District of Minnesota. On April 23, 2014, a third putative class action

11
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

was filed against Life Time Fitness, Inc. in the U.S. District Court for the Northern District of Illinois, Eastern
Division. On July 1, 2014, a fourth putative class action was filed against Life Time Fitness, Inc. in the United States
District Court for the District of Minnesota. These actions are collectively referred to as the “TCPA Actions” or "TCPA
Litigation." The TCPA Actions have all been transferred to the United States District Court for the District of
Minnesota for coordinated or consolidated pretrial proceedings (“MDL”). (On January 26, 2015, a fifth putative class
action was filed against Life Time Fitness, Inc. in the U.S. District Court for the Northern District of Illinois, Eastern
Division, but after transfer to the MDL Court the matter was resolved by the parties and dismissed by the Court.)

The TCPA Actions allege that we violated the federal Telephone Consumer Protection Act (“TCPA”) when we, or a
third party on our behalf, sent marketing text messages to plaintiffs’ cellular telephones using an automatic telephone
dialing system without plaintiffs’ consent. Each plaintiff seeks certification of the class, injunctive relief, reasonable
attorneys’ fees and costs, and an award of damages available under the TCPA, which include actual damages and
statutory damages of $500 per violation or $1,500 per violation if the violation was willful. We deny the allegations.
The parties have agreed to a class settlement of the TCPA Litigation which was preliminarily approved by the Court
on March 9, 2015. In the settlement we agreed to pay all costs of the settlement, including class notice, claims
administration, court-awarded plaintiffs’ attorneys’ fees, court-awarded service awards, and awards to class members.
Class members may claim either a cash award of $100 or a membership award that lets them pick either a free
three-month single Gold membership or a $250 credit toward any access membership that covers the class member.
The total settlement amount, as calculated under the agreement, is subject to a minimum of $10 million and a
maximum of $15 million. Depending on the total number of claims submitted and the amount of attorneys’ fees
awarded, the amounts of the cash award and membership award may be adjusted up or down to bring the total
settlement amount within that range. For purposes of calculating the total settlement amount, every membership award
that is timely and validly claimed counts as a payment of $250 (subject to adjustment).

Because our cost to service a membership is less than the membership award, the amount of our reasonably estimable
loss does not directly correspond to the amount of the total settlement amount as calculated under the agreement.
Further, the amount of attorneys’ fees, the claims rate, and the mix of cash and membership awards all remain
unknown at this time, and, therefore, we believe our reasonably estimable loss is a range. Based on reasonable
estimates of these factors, we recorded a liability in the fourth quarter of 2014 in the amount of $4.7 million, which we
believe represents the minimum amount of the range.

Shareholder Litigation — Three putative class action lawsuits have been filed by shareholders challenging the proposed
merger transaction (collectively, “Shareholder Actions”), as discussed further in Note 12.

On March 30, 2015, a putative class and derivative action was filed by a purported Life Time shareholder in the First
Judicial District Court of the State of Minnesota, County of Carver, captioned St. Clair County Employees’ Retirement
System v. Life Time Fitness, Inc., et al., Case No. 10-CV-15-358. On April 22, 2015, plaintiff filed a First Amended
Shareholder Derivative and Direct Class Action Complaint for Breach of Fiduciary Duties, Waste of Corporate

Assets, and Abuse of Control, which we refer to as the Amended St. Clair Complaint.

Plaintiff purports to bring the litigation as a class action on behalf of the public shareholders of Life Time Fitness, Inc.
(“Life Time”), and as a derivative action on behalf of nominal defendant Life Time. The Amended St. Clair Complaint
names as defendants the individual members of the Board of Directors (“Board”); LTF Holdings Inc. (‘“Parent”); LTF
Merger Sub., Inc. (“Merger Sub”); Leonard Green & Partners, L.P. (“Leonard Green”); TPG Capital, L.P. (“TPG”); and
LNK Partners (“LNK”). The Amended St. Clair Complaint names Life Time as a nominal defendant. The Amended St.
Clair Complaint generally alleges that the Board breached its fiduciary duties to Life Time shareholders in connection
with the merger because, among other reasons, the Board failed to fully inform itself of the market value of Life Time;
the Board failed to maximize shareholder value; the Board failed to promptly form a committee of disinterested
directors under Minnesota Statute section 302A.673; certain individual defendants are interested in the merger; and

16
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certain provisions in the merger agreement unfairly preclude a third party from making an offer for Life Time. The
Amended St. Clair Complaint alleges that Defendants Bahram

12
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LIFE TIME FITNESS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share and per share data)

Akradi, Leonard Green, TPG and LNK aided and abetted the Board’s alleged breaches of fiduciary duty. The Amended
St. Clair Complaint also alleges that Life Time and the Board failed to disclose material information to stockholders in
connection with the merger. In particular, among other things, the Amended St. Clair Complaint alleges that Life
Time and the Board failed to disclose material information in the Preliminary Proxy regarding the background of the
merger and financial information that shareholders need to fully consider the merits of the merger. The Amended St.
Clair Complaint seeks, among other things, equitable relief under Minnesota Statute section 302A.467, including to
enjoin the closing of the merger, to direct disclosure of all material information concerning the merger prior to the
shareholder vote, and to award plaintiff’s costs and disbursements, including attorneys’ fees. Life Time and the Board
believe that the action is without merit, and intend to vigorously defend against all claims asserted.

On April 8, 2015, a second putative class action was filed by a purported Life Time shareholder in the First Judicial
District Court of the State of Minnesota, County of Carver, captioned Bell v. Akradi, et al., Case No. 10-CV-15-392.
Plaintiff purports to bring the litigation as a class action on behalf of the public shareholders of Life Time. The
complaint names as defendants Life Time, the members of the Board, Parent, Merger Sub, Leonard Green, TPG and
LNK. The complaint generally alleges that the Board breached its fiduciary duties to Life Time shareholders in
connection with the merger because, among other reasons, the terms of the merger are not entirely fair to Life Time
shareholders in terms of price or process; the Board retained conflicted financial advisors in connection with the
merger; certain individual defendants are interested in the merger; and certain provisions in the merger agreement
unfairly preclude a third party from making an offer for Life Time. The complaint also alleges that Life Time and the
Board failed to disclose material information to stockholders in connection with the merger. In particular, among other
things, the complaint alleges that Life Time and the Board failed to disclose material information in the Preliminary
Proxy regarding the background of the merger and financial information that shareholders need to fully consider the
merits of the merger. The complaint also alleges that Parent, Merger Sub, Leonard Green, TPG and LNK aided and
abetted the Board’s alleged breaches of fiduciary duty. The complaint further alleges violations of Minnesota Business
Corporation Act sections 302A.467 and 302A.255, as well as violations of the Minnesota Securities Act section
80A.68, section 80A.69, and section 80A.76. The complaint seeks, among other things, to enjoin the closing of the
merger, to award unspecified damages, and to award plaintiff’s costs and disbursements, including attorneys’ fees. Life
Time and the Board believe that the action is without merit, and intend to vigorously defend against all claims
asserted.

On April 10, 2015, a third putative class action was filed by a purported Life Time shareholder in the United States
District Court for the District of Minnesota, captioned Lusk v. Life Time Fitness, Inc., et al., Case No. 0:15-cv-01911.
Plaintiff purports to bring the litigation as a class action on behalf of the shareholders of Life Time. The complaint
names as defendants Life Time and the members of the Board. The complaint alleges that Life Time and the Board
violated Section 14(a) of Exchange Act and Rule 14a-9 promulgated thereunder, and that the Board violated Section
20(a) of the Exchange Act because the Preliminary Proxy is allegedly false and materially misleading. In particular,
the complaint alleges that Life Time and the Board failed to disclose material information in the Preliminary Proxy
regarding the background of the merger and financial information that shareholders need to fully consider the merits
of the merger. The complaint seeks, among other things, to enjoin the closing of the merger, unspecified damages, and
to award plaintiff’s costs, including attorneys’ fees. Life Time and the Board believe that the action is without merit,
and intend to vigorously defend against all claims asserted.

The Shareholder Actions are in their early stages, and thus the Company is unable to reasonably estimate any potential
material loss in the event of an unfavorable outcome in one or more of these actions. While they could impact
consummation of the merger, Life Time and the Board intend to vigorously defend the Actions, denying any and all
violations of state or federal law alleged therein.
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Other Litigation — We are also engaged in other proceedings incidental to the normal course of business. Due to their
nature, such legal proceedings involve inherent uncertainties, including but not limited to court rulings, negotiations
between affected parties and governmental intervention. We will establish reserves for matters that are probable and
estimable in amounts we believe are adequate to cover reasonable adverse judgments. Based upon the information
available to us and discussions with legal counsel, it is our opinion that the outcome of the various legal

13
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actions and claims that are incidental to our business will not have a material adverse impact on our consolidated
financial position, results of operations or cash flows. Such matters are subject to many uncertainties, and the
outcomes of individual matters are not predictable with assurance.

7.New Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update (“ASU”") No.
2014-09, “Revenue from Contracts with Customers,” which requires an entity to recognize the amount of revenue to
which it expects to be entitled for the transfer of promised goods or services to customers. The ASU will replace most
existing revenue recognition guidance in GAAP when it becomes effective. The standard permits the use of either the
retrospective or cumulative effect transition method. This ASU is effective for annual reporting periods beginning
after December 15, 2016. In April 2015, the FASB proposed to defer the effective date of this ASU to December 15,
2017, with the option to adopt as early as December 15, 2016. The FASB has not yet voted on the proposal. We are
evaluating the effect that ASU 2014-09 will have on our consolidated financial statements and related disclosures.

In April 2015, the FASB issued ASU 2015-03, Simplifying the Presentation of Debt Issuance Costs ("ASU 2015-03").
ASU 2015-03 requires debt issuance costs related to a recognized debt liability be presented in the balance sheet as a
direct deduction from the carrying value of that debt liability, consistent with debt discounts. The recognition and
measurement guidance for debt issuance costs are not affected by ASU 2015-03. The amendments in this ASU are
effective retrospectively for fiscal years, and interim periods within those years, beginning after December 15, 2015.
Early adoption is permitted. We are currently in the process of evaluating the impact of adoption of the ASU on our
consolidated balance sheets.

8.Derivative Instruments

As part of our financial risk management program, we may periodically use interest rate swaps to manage known
market exposures. Terms of derivative instruments are structured to match the terms of the risk being managed and are
generally held to maturity.

In August 2011, we entered into an interest rate swap contract that effectively fixed the rates paid on a total of $200.0
million of variable rate borrowings at 1.32% plus the applicable spread (which depends on our EBITDAR leverage
ratio) until June 2016. EBITDAR is a non-GAAP, non-cash measure which consists of net income plus interest
expense, net, provision for income taxes, depreciation and amortization and rent expense. We pay 1.32% and receive
LIBOR on the notional amount of $200.0 million. The contract has been designated a cash flow hedge against interest
rate volatility. In accordance with applicable accounting guidance, changes in the fair value of the swap contract are
recorded in accumulated other comprehensive loss, net of tax. As of March 31, 2015, the $1.4 million fair value loss,
net of tax, of the swap contract was recorded as accumulated other comprehensive loss in the shareholders' equity
section of our consolidated balance s